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THEORY AND PRACTICE
Current Studies and Concepts
EILEEN T. CORCORAN, CPA, Special Editor
Arthur Young & Company
Chicago, Illinois
This month the column will discuss a pot­
pourri of items either issued by the American 
Institute of Certified Public Accountants or 
under discussion by it.
Receivables and Inventories
In September 1970 the Committee on Au­
diting Procedures issued Statement on Audit­
ing Procedure No. 43 entitled Confirmation of 
Receivables and Observation of Inventories. 
In this statement the committee reaffirms the 
importance of these well-established auditing 
procedures and states that the purposes of the 
Statement are to provide additional guide­
lines for the independent auditor in confirming 
receivables and observing inventories and to 
modify existing reporting requirements.
Among other matters covered, the State­
ment
1. states a preference for positive over nega­
tive confirmations in certain circumstances 
and indicates that if negative confirma­
tions are used the number of requests 
sent or other auditing procedures applied 
to the receivable balance should normally 
be greater.
2. requires the use of other procedures 
(examination of evidence of subsequent 
cash receipts, sales and shipping docu­
ments, etc.) to provide evidence of the 
validity and accuracy of significant non­
responding accounts where positive con­
firmations are used.
3. requires the auditor always to make or 
observe some physical counts of the in­
ventory and apply appropriate tests of 
(any) intervening transactions in order to 
have an opinion which is not qualified or 
disclaimed.
4. modifies previous reporting requirements 
so that it is no longer necessary to expand 
the standard scope paragraph of the 
opinion to report the omission of con­
firmation of receivables or observation of 
inventories when these procedures are 
impracticable or impossible and the au­
ditor satisfies himself by the application 
of other auditing procedures.
However, it provides that when applica­
tion of these procedures is not imprac­
ticable or impossible but are merely not 
performed at the client’s request, the 
auditor must disclose this fact in the 
scope paragraph (or in a middle paragraph 
of the auditor’s report) and, generally, 
disclaim an opinion on the financial state­
ments taken as a whole.
Intangible Assets (Accounting Principles Board 
Opinion No. 17)
The aspects of this Opinion as they relate 
to goodwill arising from business combinations 
were discussed in this column in the Novem­
ber issue. Its application, however, is not limit­
ed to such situations. The Opinion covers ac­
counting for identifiable and unidentifiable in­
tangible assets that a company acquires, ex­
cluding research and development costs and 
preoperating costs. It applies to regulated 
companies in accordance with the provisions 
of the Addendum to APB Opinion No. 2, Ac­
counting for the “Investment Credit,” 1962.
The Opinion provides that
1. A Company should record as assets the 
costs of intangible assets acquired from 
other enterprises or individuals. Costs of 
developing, maintaining, or restoring in­
tangible assets which are not specifically 
identifiable, have indeterminate lives, or 
are inherent in a continuing business and 
related to an enterprise as a whole—such 
as goodwill—should be deducted from in­
come when incurred.
2. Intangible assets acquired singly should 
be recorded at cost at date of acquisition. 
Cost is measured by the amount of cash 
disbursed, the fair value of other assets 
distributed, the present value of amounts 
to be paid for liabilities incurred, or the 
fair value of consideration received for 
stock issued.
3. Intangible assets acquired as part of a 
group of assets or as part of an acquired 
company should also be recorded at cost 
at date of acquisition. Cost is measured 
differently for specifically identifiable in­
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tangible assets and those lacking specific 
identification. The cost of identifiable in- 
tangible assets is an assigned part of the 
total cost of the group of assets or enter­
prise acquired, normally based on the fair 
values of the individual assets. The cost 
of unidentifiable intangible assets is mea­
sured by the difference between the cost 
of the group of assets or enterprise ac­
quired and the sum of the assigned costs 
of individual tangible and identifiable 
intangible assets acquired less liabilities 
assumed. Cost should be assigned to all 
specifically identifiable intangible assets; 
cost of identifiable assets should not be 
included in goodwill.
4. Recorded costs of intangible assets should 
be amortized by systematic charges to in­
come over the periods estimated to be 
benefited. Factors which should be con­
sidered in estimating the useful lives of 
intangible assets include:
a. Legal, regulatory, or contractual provi­
sions which may limit the maximum 
useful life.
b. Provisions for renewal or extension 
which may alter a specified limit on 
useful life.
c. Effects of obsolescence, demand, com­
petition, and other economic factors 
which may reduce a useful life.
d. Service life expectancies of individuals 
or groups of employees to which the 
intangible assets relate.
e. Expected actions of competitors and 
others which may restrict present 
competitive advantages.
f. The fact that an apparently unlimited 
useful life may in fact be indefinite and 
benefits cannot be reasonably pro­
jected.
g. The fact that an intangible asset may 
be a composite of many individual fac­
tors with varying effective lives.
The period of amortization of intangible 
assets should be determined from the per­
tinent factors.
5. The cost of each type of intangible asset 
should be amortized on the basis of the 
estimated life of that specific asset and 
should not be written off in the period of 
acquisition. Analysis of all factors should 
result in a reasonable estimate of the use­
ful life of most intangible assets. A rea­
sonable estimate of the useful life may 
often be based on upper and lower limits 
even though a fixed existence is not de­
terminable.
6. The period of amortization should not, 
however, exceed forty years. Analysis at 
the time of acquisition may indicate that 
the indeterminate lives of some intangible 
assets are likely to exceed forty years and 
the cost of those assets should be amor­
tized over the maximum period of forty 
years, not an arbitrary shorter period.
7. The straight-line method of amortization 
—equal annual amounts—should be ap­
plied unless a company demonstrates that 
another systematic method is more ap­
propriate. The financial statements should 
disclose the method and period of amorti­
zation. Amortization of acquired goodwill 
and of other acquired intangible assets 
not deductible in computing income taxes 
payable does not create a timing differ­
ence, and allocation of income taxes is 
inappropriate.
8. A company should evaluate the periods 
of amortization continually to determine 
whether later events and circumstances 
warrant revised estimates of useful lives. 
If estimates are changed, the unamortized 
cost should be allocated to the increased 
or reduced number of remaining periods 
in the revised useful life but not to exceed 
forty years after acquisition. Estimation of 
value and future benefits of an intangible 
asset may indicate that the unamortized 
cost should be reduced significantly by a 
deduction in determining net income. 
However, a single loss year or even a few 
loss years together do not necessarily 
justify an extraordinary charge to income 
for all or a large part of the unamortized 
cost of intangible assets. The reason for 
an extraordinary deduction should be dis­
closed.
9. Ordinarily goodwill and similar intangible 
assets cannot be disposed of apart from 
the enterprise as a whole. However, a 
large segment or separable group of as­
sets of an acquired company or the en­
tire acquired company may be sold or 
otherwise liquidated, and all or a portion 
of the unamortized cost of the goodwill 
recognized in the acquisition should be 
included in the cost of the assets sold.
The Opinion is effective to account for in­
tangible assets acquired after October 31, 1970. 
Intangible assets recognized in business com­
binations initiated before November 1, 1970 
and consummated on or after that date under 
the terms prevailing on October 31, 1970 
may be accounted for in accordance with this 
Opinion or Chapter 5 of ARB No. 43 and 
APB Opinion No. 9.
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Fundamentals
The Accounting Principles Board has under 
consideration the issuance of its fourth state­
ment. As mentioned previously in this column, 
the Board issues statements rather than opinions 
when it appears that preliminary analyses or 
observations on accounting matters should be 
issued in advance of research and study by the 
Board. This statement is entitled Basic Con­
cepts and Accounting Principles Underlying 
Financial Statements of Business Enterprises 
but is more commonly known as “Funda­
mentals”.
The Statement is intended to provide prac­
titioners with a better understanding of the 
broad fundamentals of financial accounting 
and with a basis for guiding future develop­
ments in this area. It does not propose solu­
tions to financial accounting problems, but it 
does provide a framework within which such 
problems may be solved.
To these ends, the Statement discusses the 
nature of financial accounting, the environ­
mental forces that influence it, and the po­
tential and limitations of financial accounting; 
sets forth the objectives of financial accounting 
and financial statements; and identifies and 
describes present generally accepted account­
ing principles.
This editor has read the Statement during 
its various draft stages and it is a very interest­
ing document.
Other Matters under Discussion by the 
Accounting Principles Board
Equity method of accounting
The Board has tentatively decided to ex­
tend the use of the equity method of ac­
counting described in Opinion No. 10 in a 
proposed Opinion on long-term investments in 
common stocks. The equity method would ap­
ply to 50 percent-owned companies, corporate 
joint ventures, foreign subsidiaries, parent- 
company-only statements presented as the 
primary statements to stockholders, and certain 
investments below 50 percent in which a 
controlling interest is presumed. A draft of the 
proposed Opinion will be considered by the 
Board very soon. This subject is also under 
consideration by the Canadian and United 
Kingdom Institutes of Chartered Accountants.
Marketable securities
The Board has tentatively agreed that in­
vestments in readily marketable stocks which 
are carried as current assets should be ac­
counted for at market value rather than at 
cost, with unrealized appreciation or depre­
ciation of value included in net income. The 
Board plans to give high priority to the de­
velopment of an Opinion on this subject and 
to further study of accounting for investments. 
Investments held by banks and insurance 
companies are the subjects of separate studies.
Long-term receivables or payables
The Board has reached a tentative con­
sensus that in those cases where a long-term 
receivable or payable bears interest which is 
clearly below a reasonable rate at the time of 
the transaction, or is non-interest-bearing, it 
should be discounted at an appropriate rate. 
The Board’s objective is to reflect the sub­
stance of these transactions by reporting (1) 
the receivable or payable at an appropriate 
principal amount and (2) the interest income 
or expense at amounts determined by apply­
ing a realistic interest rate.
"This accounting follows from the observation that few, if any, intangible assets last forever, although 
some may seem to last almost indefinitely."
"APB Opinion No. 17: Intangible Assets"
TWENTY-FIVE YEARS AGO IN THE WOMAN CPA-FEBRUARY 1946
"We do not advocate a return to depression tax rates at this time. We fully recognize the problem of 
financing the war just terminated, and the added problems to be met by the Treasury in meeting financial 
demands of the postwar period."
Alberta R. Crary, CPA 
Tax Editor
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